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SUPPLEMENTAL REPLY COMMENTS OF
U S WEST COMMUNICATIONS, INC.

On October 22, 1999, the Federal Communications Commission

(“Commission”) released a Public Notice' indicating that the Accounting Services
Division (“ASD") had discovered “a substantial processing error” in its audit of

U S WEST Communications, Inc.’s (“U S WEST") continuing property records

' See Public Notice, Corrections to Audit Reports of the Bell Operating Companies'
Continuing Property Records, CC Docket No. 99-117, ASD File No. 99-22, DA 99-

2282, rel. Oct. 22, 1999 (“Notice” or “Public Notice”).
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(*CPR”) for hardwired central office equipment (“COE”). U S WEST indicated in its
reply comments in the above-captioned proceeding that it would it would be
amending its reply comments to reflect the revisions in the ASD's audit report.’
After reviewing the ASD’s revisions, U S WEST has determined that it is more
appropriate to supplement its original reply (i.e., rather than amend it) because
virtually nothing has changed in the ASD’s audit report other than the ASD’s
estimate of the “projected cost of hardwired COE not found” -- which has increased
by $125 million.

The ASD's revisions do not address any of the statistical concerns/flaws that
U S WEST and its expert, Ann Thornton of Deloitte & Touche, raised in previous
comments and responses. In fact, the ASD’s revisions exacerbate some of these
concerns as Ms. Thornton notes in her attached letter:

[T]he reported “correction” that the FCC has made does nothing to

mitigate the criticisms and concerns that have been raised in our prior

letters. In fact, the latest revisions raise even more questions about

the thoroughness of the auditors, the appropriateness and

completeness of their procedures, and the validity of their estimates.’
L NEITHER THE PUBLIC NOTICE NOR THE ASD’S REVISIONS TO THE

U S WEST AUDIT REPORT PROVIDE AN ADEQUATE EXPLANATION
FOR A “CORRECTION" OF $125 MILLION

In previous filings on the CPR audit, U S WEST has criticized the ASD for

failing to document its statistical methods. Nothing has changed with respect to

* U S WEST Reply Comments at 2. Due to the lateness in receiving the ASD’s audit
report revisions, neither U S WEST nor its experts had sufficient time to review and
evaluate the ASD's changes prior to the October 25, 1999 due date for filing reply
comments. As a result, U S WEST filed its reply comments without reference to the
ASD’s revisions.




the ASD’s $125 million “correction.” Neither the Public Notice nor the ASD’s

revised audit report provide an inkling of what actually happened or why it took the
ASD over a year to discover its error. Clearly, the statement that “a portion of the
audit data was inadvertently left out of the statistical calculations™ is insufficient to
explain a $125 million “correction.” In fact, this statement raises more questions
than it answers given that: 1) the number of CPR errors reported did not change;
2) the estimate of the percentage error decreased; and 3) the estimate of the dollars
of error increased significantly.” As Ms. Thornton states:
The explanation of the FCC, that “a portion of the audit data was
inadvertently left out”, provides no indication of why the estimated
percentage error rate decreased while the point estimate of dollar error
increased. Typically, one would not expect to see these values moving
in opposite directions.’
If anything, the ASD’s undocumented “correction” casts even more doubt on the
validity of the ASD’s statistical procedures -- which U S WEST believes were
“fatally flawed” prior to the correction.
II. THE DELAY IN REPORTING AN ERROR OF THIS MAGNITUDE

CLEARLY CALLS INTO QUESTION ANY QUALITY ASSURANCE
PROCEDURES THAT THE ASD MAY HAVE EMPLOYED IN ITS AUDIT

Audit findings are not “one time” rough estimates. Auditors have a duty to
employ quality assurance procedures so that any material errors are detected prior

to finalizing audit reports. “It is typical to have an independent recalculation

* Thornton Attachment at 2.
! Notice at 1.

’ Thornton Attachment at 2.
*1d.




performed of any statistical estimate that projects significant monetary error.” If
the ASD'’s “correction” is any indication, it appears that the ASD’s quality assurance
procedures were woefully inadequate. As Ms. Thornton states:

It is customary to perform thorough, detailed quality assurance
procedures around statistical estimates that appear in audit reports,
especially when these estimates may be used to support recommended
adjustments to financial statements. Appropriate quality assurance
procedures should detect significant errors and prevent them from
being included in an audit report.”

III. THE PUBLIC NOTICE'S INFERENCE THAT U S WEST COULD HAVE
AND SHOULD HAVE FOUND THE ASD'S ERROR IS BASELESS AND IN
NO WAY LESSENS THE SERIOUSNESS OF THE ASD'S ERROR

The Notice infers that U S WEST could have and should have “caught” the
ASD’s error.’ There is no basis for this inference.”” As Ms. Thornton states in her
attached letter, U S WEST did not have sufficient data to recalculate the ASD’s
estimate and, even if it did, U S WEST would have been ill-advised to do so:

It would have been inappropriate for US West to try to recalculate the
statistical estimates. In our August 1998 and January 1999 letters, we
advised US West that the FCC’s estimates were possibly invalid and
that the large precision associated with the estimates gave reason to
doubt the acceptability of using the estimates. It makes sense that US
West would not have tried to recalculate estimates that could be
seriously flawed."

"1d.
"Id.
® Notice n.3.

'“ Ms. Thornton also takes issue with the Public Notice's inference. “While the FCC
implies that US West should have and could have recalculated the statistical
estimates, we believe that US West should not have and could not have recalculated
the estimates.” Thornton Attachment at 3.

llId




As such, the Commission should reject any arguments which attempt to assign
blame to U S WEST for not finding the ASD's error, particularly when U S WEST

has challenged the validity of the ASD’s estimates since the CPR audit report first

became available.

IV. EVEN IF THE ASD'S REVISED ESTIMATE IS VALID THE
SIZE OF THE PRECISION RANGE RENDERS IT MEANINGLESS
FOR DECISIONMAKING PURPOSES

In its prior comments, U S WEST expressed concern over the size of the
precision range around the ASD’s estimate of missing plant and noted that an
estimate with such a large precision range was of little or no value for predictive
purposes.” The ASD’s revised estimate does nothing to alleviate this concern -- in
fact, it is exacerbated by the ASD's “correction.” The ASD’s revisions increase the
precision from +/- $197.4 million to +/- $242.4 million at a 95% confidence interval®
-- an increase of over 20%. With the ASD’s “correction,” the total range of
uncertainty has increased to $484.8 million, as compared to $394.8 million.” This is
particularly relevant given the fact that “no one point in the confidence interval is
statistically preferable to any other point.””* Thus, even if the ASD’s estimate is
valid, it is virtually meaningless for predictive purposes as Ms. Thornton notes:

We reiterate that, even if the estimate is in fact valid, the size of the

precision range, because it is so large in relation to the estimate,

creates doubt as to the practicality of using the range for concluding as
to the actual amount of error in the population.

“ U S WEST Reply Comments at 18.
" Thornton Attachment at 4.

14 Id,

15 Id




Therefore, the Commission should reject the ASD’s estimate -- even if, by chance, it
finds no other fault -- because the ASD’s estimate still is of no use for predicting the
amount of missing COE plant.

V. CONCLUSION

As U S WEST has demonstrated in the foregoing supplemental reply
comments and in previous comments, the ASD’s estimate of missing hardwired
COE investment is fatally flawed. The ASD’s revisions do nothing other than
highlight the deficiencies of its quality assurance measures and the fact that the
precision range is so large as to render any estimates of no value for predictive

purposes.

Respectfully submitted,

U S WEST COMMUNICATIONS, INC.

g Mo U Honon

Jathes T. Hannon

Suite 700

1020 19th Street, N.W.
Washington, DC 20036
(303) 672-2860

Its Attorney

Of Counsel,
Dan L. Poole

November 3, 1999




Deloitte &
Touche

I \ Deloitte & Touche LLP Telephone: (312) 946-3000
- Two Prudential Plaza Facsimile: (312) 946-2600
180 North Stetson Avenue
Chicago, lllinois 60601-6779

November 1, 1999

Mr. Mark Link

Executive Director — Corporate Accounting
US WEST Communications, Inc.

1801 California Street

Denver, CO 80202

Dear Mr. Link:

Deloitte & Touche LLP was asked by US West, Inc. to read and provide comments related to
sampling methodologies and issues as described in several documents:

e the draft FCC report, “Audit of Continuing Property Records of US West as of June 30,
1997; Report of Audit Findings” (the “August FCC Report”)

e the December 22, 1998 draft of the “Audit of Continuing Property Records of US West as

of June 30, 1997; Report of Audit Findings” (the “December FCC Report”).

Affidavit of Robert M. Bell, PhD, filed September 23, 1999

Affidavit of James K. Loebbecke, CPA, filed September 23, 1999

Comments of AT&T Corp, filed September 23, 1999

MCI Worldcom Comments, filed September 23, 1999

Letter of William Kennard to Congressmen Tanzin and Dingell dated February 24, 1999

We provided US West with a letter dated August, 18, 1998 containing our comments on the
“August FCC Report”, a letter dated January 8, 1999 containing our comments on the
“December FCC Report”, and a letter dated October 25, 1999 containing our comments on the
remaining documents listed. A copy of those letters is attached hereto.

You have now asked us to read a revised draft of the FCC report, released on October 22,
1999 pursuant to Public Notice DA 99-2282 (the “October 1999 FCC Report™). This report
was released after errors were found in the statistical calculations reported in prior audit
reports (the “August FCC Report” and the “December FCC Report”, the first of which was
originally released more than a year before the recently reported “correction”).

Deloitte Touche
Tohmatsu
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The description of the audit and the statistical methodologies applied appears to be very
similar to that in the original audit report. Therefore, the reported “correction” that the FCC
has made does nothing to mitigate the criticisms and concerns that have been raised in our
prior letters. In fact, the latest revisions raise even more questions about the thoroughness of
the auditors, the appropriateness and completeness of their procedures, and the validity of their
estimates. The following aspects of the revised audit report are notable:

1)

2)

3)

The FCC failed to document in sufficient detail the nature of the mistake that was made.

The FCC states: “Regarding the US West report, a portion of the audit data was
inadvertently left out of the statistical calculations.” In the past, we have criticized the
FCC for inadequately documenting its statistical methods. As in the past, the FCC has
reported a result (i.e., a reported “correction” of more than $125 million) without
providing information about how the result was derived.

Even though the number of CPR errors reported did not change, the estimate of the
percentage error rate decreased while the estimate of the dollars of error increased

significantly.

In the revised report, as in the original report, the FCC reported that 894 of 1,188 CPR line
items in the sample were correct (see Appendix B, p. 14 in both reports). If this is true,
then it is unclear why the estimated error rate in the population decreased from 26.11% to
25.35% while the point estimate of dollars of error in the population increased from $378.6
million to $505.8 million and the precision at a 95% confidence level increased from +/-
$197.4 million to +/- $242.4 million. The explanation of the FCC, that “a portion of the
audit data was inadvertently left out”, provides no indication of why the estimated
percentage error rate decreased while the point estimate of dollar error increased.
Typically, one would not expect to see these values moving in opposite directions.

The size of and delay in reporting the “correction” casts doubts on the adequacy of the
quality assurance process associated with the FCC audit reports.

It is customary to perform thorough, detailed quality assurance procedures around
statistical estimates that appear in audit reports, especially when these estimates may be
used to support recommended adjustments to financial statements. Appropriate quality
assurance procedures should detect significant errors and prevent them from being
included in an audit report. For example, it is typical to have an independent recalculation
performed of any statistical estimate that projects significant monetary error.
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4)

5)

Bayesian analysis has still not been removed from the report.

In prior letters, we have argued that the Bayesian analysis was not adequately documented
and therefore provided little support for the FCC’s classical statistical estimates. Once
again, the FCC has included Bayesian analysis to “corroborate our statistical findings”
(October 1999 FCC Report, Appendix B, p. 14). It is unclear that this reported
“corroboration’ has any value, given that the Bayesian analysis was also used to
corroborate the FCC’s prior findings, when the FCC’s point estimates were more than
$125 million lower.

The FCC implies that US West should have and could have recalculated the statistical
calculations in the report. We disagree.

The FCC states: “Before the final audit reports were released, each company was provided
with a copy of the draft audit report and sample observation data necessary to confirm the
statistical calculations and inferences in the report. We note that the carriers did not
address the errors that were found in ASD’s reexamination” (Public Notice DA 99-2282).
While the FCC implies that US West should have and could have recalculated the
statistical estimates, we believe that US West should not have and could not have
recalculated the estimates.

It would have been inappropriate for US West to try to recalculate the statistical estimates.
In our August 1998 and January 1999 letters, we advised US West that the FCC’s
estimates were possibly invalid and that the large precision associated with the estimates
gave reason to doubt the acceptability of using the estimates. It makes sense that US West
would not have tried to recalculate estimates that could be seriously flawed.

Even if US West had tried to recalculate the statistical estimates, the FCC probably did not
provide US West with enough information to do so. Based on our understanding, the FCC
provided US West only with the audit report and the sample of 1,188 items (these are the
only two items that the FCC mentioned in Public Notice DA 99-2282, cited above). US
West would have also needed a listing of the 1,131 offices used for sampling to be able to
recalculate FCC’s statistical estimates (including recalculations of formulas 8-9, 11-15,
and 17-22 from the October 1999 FCC Report). Information on which 1,131 offices were
used in the extrapolations is unavailable because, as noted in our prior letters, the FCC did
not clearly describe and demonstrate how the sampling population was defined.

Thus, if the FCC had provided US West with additional data, it might have been possible for
US West to reperform the statistical calculations performed by the FCC. These calculations
could be used to check arithmetical accuracy but would not be expected to provide reliable
statistical estimates. In fact, we have raised serious questions about the reliability of the
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FCC’s statistical methodologies (for example, see Observations 1-12 in our October 25, 1999
letter). The October 1999 FCC Report does not eliminate any of these concerns; indeed, some
problems we had with the original extrapolation are now exacerbated.

For example, we had expressed concern in prior letters that the precision range around the
FCC’s dollar estimate might be too large to be useful. Based on the new reported
“corrections” now included in the October 1999 FCC Report, the precision has increased from
+/- $197.4 million to +/- $242.4 million at 95% confidence. Therefore, the total range of
uncertainty around the estimate is now $484.8 million (i.e., 2 x $242.4 million), as compared
to the prior range of $394.8 million. (As we have stated before, the size of the precision range
1s significant, because based on the statistical literature, no one point in the confidence interval
is statistically preferable to any other point.)

In summary, the revised October 1999 audit report does nothing to respond to observations
made in our letters of August 18, 1998, January 8, 1999, and October 25, 1999. In fact, the
revised report raises some additional concerns, as noted above. In addition, we continue to
have concerns that the approach taken by the ASD may result in invalid sampling estimates.
We reiterate that, even if the estimate is in fact valid, the size of the precision range, because it
1s so large in relation to the estimate, creates doubt as to the practicality of using the range for
concluding as to the actual amount of error in the population.

Yours truly,

Q/vw\ ~Eg\m«\)bm / TP

Ann Thornton, Director
National Director — Data Quality and Integrity Services




CERTIFICATE OF SERVICE

I, Kelseau Powe, Jr., do hereby certify that on this 3t day of November,
1999, I have caused a copy of the foregoing SUPPLEMENTAL REPLY
COMMENTS OF U S WEST COMMUNICATIONS, INC. to be served, via first

class United States Mail, postage prepaid, upon the persons listed on the

A

K{a;{eau Powe, Jr.

-~

attached service list.

*Served via hand delivery




*William E. Kennard

Federal Communications Commission
8th Floor

Portals II

445 12t Street, S.W.

Washington, DC 20554

*Michael K. Powell

Federal Communications Commission
8th Floor

Portals 11

445 12th Street, S.W.

Washington, DC 20554

*Susan P. Ness

Federal Communications Commission
8th Floor

Portals II

445 12th Street, S.W.

Washington, DC 20554

*Kenneth P. Moran

Federal Communications Commission
Room 6B-201

Portals II

445 12th Street, S.W.

Washington, DC 20554

*Hugh L. Boyle

Federal Communications Commission
Room 6C-217

Portals II

445 12th Street, S.W.

Washington, DC 20554

*Gloria Tristani

Federal Communications Commission
8th Floor

Portals 11

445 12t Street, S.W.

Washington, DC 20554

*Harold Furchtgott-Roth

Federal Communications Commission
8th Floor

Portals II

445 12t Street, S.W.

Washington, DC 20554

*Lawrence E. Strickling

Federal Communications Commission
Room 5C-345

Portals II

445 12t Street, S.W.

Washington, DC 20554

*Andrew Mulitz

Federal Communications Commission
Room 6B-201

Portals II

445 12th Street, S.W.

Washington, DC 20554

*International Transcription
Services, Inc.

1231 20t Street, N.W.

Washington, DC 20036




Eliot Spitzer
Mary Ellen Burns
Keith H. Gordon
Bureau of Telecommunications and
Energy
State of New York
Room 23-76
120 Broadway
New York, NY 10271

Anthony M. Alessi
Ameritech

Suite 1020

1401 H Street, N.W.
Washington, DC 20005

Alan Buzacott

MCI WorldCom, Inc.

1801 Pennsylvania Avenue, N.W.
Washington, DC 20006

Lawrence E. Sarjeant

Linda Kent

Keith Townsend

John W. Hunter

United States Telephone Association
Suite 600

1401 H Street, N.W.

Washington, DC 20005

Leander R. Valent
Ameritech

Suite 600

9525 West Bryn Mawr
Rosemont, IL 60018

Alfred G. Richter, Jr.
Roger K. Toppins
Jonathan W. Royston
SBC Communications Inc.
Room 3005

One Bell Plaza

Dallas, TX 75202

M. Robert Sutherland
Stephen L. Earnest
BellSouth Corporation
Suite 1700

1155 Peachtree Street, N.E.
Atlanta, GA 30309-3610

Gerald Asch

Bell Atlantic Telephone Companies
Suite 400 West

1300 I Street, N.W.

Washington, DC 20005

Edward D. Young III

Michael Glover

Edward Shakin

Bell Atlantic Telephone Companies
8th Floor

1320 North Court House Road
Arlington, VA 22201

Mark C. Rosenblum

Peter H. Jacoby

Judy Sello

AT&T Corp.

Room 1135L2

295 North Maple Avenue
Basking Ridge, NJ 07920




David M. Levy AT&T
David L. Lawson

James P. Young

Rudolph M. Kammerer
Christopher T. Shenk

Sidley & Austin

1722 I Street, N.W.

Washington, DC 20006

Gregory J. Vogt GTE
Suzanne Yelen

Wiley, Rein & Fielding

1776 K Street, N.-W.

Washington, DC 20006

Cynthia B. Miller

Florida Public Service Commission
2540 Shumard Oak Boulevard
Tallahassee, FL 32399-0850
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GTE Service Corporation
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Washington, DC 20036

John F. Raposa

GTE Service Corporation
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Irving, TX 75038
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Illinois Commerce Commission
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